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KPMG LLP

Suite 2000

303 Peachtree Street, NE
Atlanta, GA 30308

Independent Auditors’ Report

The Board of Directors
PES Investments Inc.:

We have audited the accompanying statement of financial condition of PFS Investments Inc. (a wholly
owned subsidiary of Primerica Finance Corporation) as of December 31, 2004 that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934. This financial statement 1s the responsibility of

the Company’s management. Our responsibility is to express an opinion on this financial statement based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit of a statement of
financial condition includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit of a statement of financial condition includes examining, on a test
basis, evidence supporting the amounts and disclosures in that statement of financial condition. An audit of
a statement of financial condition also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of PFS Investments Inc. as of December 31, 2004, in conformity with
accounting principles generally accepted in the United States of America.

KPMe P

Atlanta, Georgia
March 1, 2005

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Statement of Financial Condition

December 31, 2004

Assets

Cash and cash equivalents

Securities owned, at fair value (note 2)

Accounts receivable from representatives

Receivables from affiliates (note 6)

Other receivables

Contract buyout, less accumulated amortization of $8,174,077 (note 6)
Accrued interest income

Furniture, equipment, and leasehold improvements, at cost,

less accumulated depreciation and amortization of $1,171,955
Other assets

Total assets

Liabilities and Steckholder’s Equity

Unpresented checks

Commissions payable to representatives
Payables to affiliates (note 6)

Income taxes payable to Parent
Deferred income taxes (note 3)
Accounts payable and accrued expenses
Other liabilities

Total liabilities

Stockholder’s equity (note 4):
Common stock, $0.10 par value. Authorized 100,000
shares; issued and outstanding 15,000 shares
Additional paid-in capital
Retained earnings

Total stockholder’s equity
Contingencies (note 7)

Total liabilities and stockholder’s equity

See accompanying notes to statement of financial condition.

102,454,564
4,462,767
604,846
1,911,932
485,942
12,476,224
45,283

44,259
494,631

122,980,448

1,514,325
2,676,147
4,567,435
6,044,198

835,305
6,078,040
3,720,954

25,436,404

1,500
32,231,945
65,310,599

97,544,044

122,980,448
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PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition
December 31, 2004

Summary of Significant Accounting Policies

(a)

()

(c)

{d)

(e

General Informagion

PFS Investments Inc. (the Company) is a wholly owned subsidiary of Primerica Finance
Corporation, a wholly owned indirect subsidiary of Citigroup Inc. (the Parent). The Company is a
registered broker-dealer in securities under the Securities Exchange Act of 1934 and is an
introducing broker-dealer, under the laws governed by the National Association of Securities
Dealers, for 36 mutual fund families with which it has selling agreements. Under these selling
agreements, the Company receives dealer reallowances and 12b-1 trailer fees, and in tum, pays
commissions on these fees to approximately 26,000 registered representatives. The Company has
been approved by the IRS under applicable tax code provisions to act as a nominee custodian solely
for Federal income tax purposes for certain funds managed by Salomon Smith Bamey Investment
Funds, Inc., Van Kampen Investment Company, Pioneer Funds Distributors, Inc., and AIM Fund
Services, Inc. The Company receives annual custodian fees in this capacity.

Securities Transactions

Securities transactions are recorded on a trade date basis. Such securities primarily consist of
commercial paper with a maturity of 90 days or less and are carried at cost, which approximates fair
value and bonds which are carried at fair value. The change in unrealized appreciation (depreciation)
is included in investment income.

Cash Equivalents

The Company considers all highly liquid securities purchased with a maturity of 90 days or less to be

cash equivalents. Cash equivalents at December 31, 2004 include commercial paper totaling
$101,911,660.

Depreciation and Amortization

Depreciation of furniture, equipment, and leasehold improvements is provided for over the estimated
useful lives of the respective assets using the straight-line method. The cost of leasehold
improvements is amortized on a straight-line basis over 60 months. Maintenance and repairs which
do not significantly extend the useful life of the related asset are expensed as incurred.

Income Taxes

The Company accounts for income taxes using the asset and liability method prescribed by
Statement of Financial Accounting Standards {(SFAS) No. 109. Under the asset and liability method
of SFAS No. 109, deferred tax assets and liabilities are recognized for the future tax consequences
atiributable to differences between the financial statement carrying amounts of existing assets and
labilities and their respective tax bases. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. Under SFAS No. 109, the effect on deferred tax

assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date.

3 (Continued)
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PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2004

The Company’s income or loss is included in the consolidated income tax returns of the Parent. The
Parent allocates to the Company appropriate tax expense which is derived from inclusion of the
Company’s eamings in such consolidated income tax returns.

Accounts Receivable from Representatives

Accounts receivable from representatives are amounts due from agents for licensing and commission
reversals. Losses from such receivables are indemnified by other agents.

Contract Buyout

Effective July 1, 1995, a $20,650,301 lump sum was paid to Management Financial Services, Inc. in
connection with the termination of its agreement.

The amortization of this contract buyout is calculated on a straight-line basis over 24 years, which
represents the life of the noncompete agreement,

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financtial statements. Actual results could differ from those estimates.

Fair Value of Financial Instruments

SFAS Ne. 107, Disclosures About Fair Value of Financial Instruments, defines the fair value of a

financial instrument as the amount at which the instrument could be exchanged in a current
transaction between willing parties.

Cash and cash equivalents, accounts receivable, affiliate receivables, and accounts payable and
accrued expenses are reflected in the statement of financial condition at historical cost, which
management estimates to approximate fair value because of the short-term maturity of these
instruments. Investments in mutual funds and bonds are carried at fair value.

Commissions

The Company receives commission income from various fund companies for the mutual funds it
sells. The commissions are collected, by the various fund companies, from customer accounts for the
customers’ purchase of the mutual fund. The various fund companies remit the collected
commissions to the Company.

The Company, in turn, pays commissions to its sales force for the sale of mutual funds. The

Company paid 67.95% of the commission income it received as commission expense to its sales
force in 2004,

4 (Continued)
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PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2004

(k)  Custodial Revenues

Effective October 1, 1995, the Company receives from Salomon Smith Barney Investment Funds,
Inc. annual custodian fees for services rendered in its capacity to act as nominee custodian on
customer IRA accounts. Effective September 24, 2001, the Company receives from Van Kampen
Investment Company annual custodian fees for services rendered in its capacity to act as nominee
custodian on customer IRA accounts. Effective July 8, 2002, the Company receives from Pioneer
Funds Distributor, Inc. annual custodian fees for services rendered in its capacity to act as nominee
custodian on customer IRA accounts. Effective November 22, 2002, the Company receives from

AIM Fund Services, Inc. annual custodian fees for services rendered in its capacity to act as nominee
custodian on customer [RA accounts.

(2) Securities Owned

Securities owned are summarized as follows:

Estimated fair

value
Mutual funds, at fair value (cost $9,914) $ 30,478
Bonds, at fair value ‘ 4,432,289
$ 4,462,767

(3) Income Taxes

The tax effects of temporary differences that give rise to the net deferred tax liability at December 31, 2004
are presented below:

Deferred tax assets:

State income taxes $ 2,161,771
Accrued expenses deductible when paid 2,305,471
Cther 402,244
Total deferred tax assets 4,869,486
Deferred tax labilities:
B-share income deferral 924,186
Intangible assets 4,778,393
Other 2,212
Total deferred tax liabilities 5,704,791
Net deferred tax liability $ 835,305
5 {Continued)
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PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2004

There was no deferred tax asset valuation allowance at December 31, 2004. In assessing the realizability of
deferred tax assets, management considers whether it is more likely than not that some portion or all of the
deferred tax assets will not be realized. Management considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment.
Management believes that it is more likely than not that the results of future operations will generate
sufficient taxable income to realize the deferred tax assets.

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-1.
This regulation requires the maintenance of minimum “net capital” of the greater of $250,000 or 6-2/3% of
aggregate indebtedness. The regulation also requires that the ratio of “aggregate indebtedness” to “net
capital,” as those terms are defined, not exceed 15- to -1. At December 31, 2004, the Company had net
capital of $81,266,674, which was $79,570,914 in excess of its required net capital of $1,695,760. The
Company’s aggregate indebtedness to net capital ratio was 0.31 to -1.

Liabilities Subordinated to the Claims of General Creditors

At December 31, 2004, the Company had no liabilities that were subordinated to the claims of general
creditors.

Related-Party Transactions

Effective July 1, 1995, the Company terminated its agreement with Management Financial Services, Inc.
(MFS) — (formerly A. L. Williams & Associates, Inc.), owned by a former company officer, by paying a
lump sum of $20,650,301. Prior to July 1, 1995, the Company was obligated to pay an amount equal to
5.25% of commissions received by the Company. The lump-sum contract buyout 1s being amortized

straight-line over a period of 24 years. Provisions of the buy-out provide for a noncompete agreement to
continue through July 1, 2019.

Effective December 1, 1988, PFS Distributors, Inc. (PFSD), an affiliated company, has agreed to share a
portion of the cost of the Company’s marketing support. Under the agreement, PFSD pays the Company an
amount equal tc 3.0% of commissions earned by the Company through the sale of Salomon Smith Barney
shares. As of December 31, 2004, the Company has a receivable of $139,205 related to marketing support.

This amount is included in receivables from affiliates in the accompanying statement of financial
condition.

The Company purchases computer services, electronic media resources, and printing services from
affiliates to support its brokerage operations. The Company also incurs a management fee relating to
certain shared general and administrative expenses allocated by an affiliate, Primerica Life Insurance
Company (PLIC). The Company owes PLIC $1,124,922 for these services and allocated expenses as of

December 31, 2004. This amount is included in payables to affiliates in the accompanying statement of
financial condition.

The Company has an arrangement in which payroll expenses are paid by PLIC and reimbursed by the
Company. As of December 31, 2004, the Company has a payable of $448,805 for payroll expenses. This
amount is included in payables to affiliates in the accompanying statement of financial condition.

6 (Continued)
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PFS INVESTMENTS INC,
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2004

The Company purchases a portion of its fidelity bond coverage from affiliates. The coverage is effective
from July 1 through June 30 each year.

The Company has an arrangement in which the Company receives funds on behalf of Primerica Financial
Services, Inc., an affiliate, relating to commission income and disburses all related expenses for the sales of
variable annuities, thereby remitting the net to Primerica Financial Services, Inc. The Company owes
Primerica Financial Services, Inc. $1,849,506 at December 31, 2004. This amount is included in payables
to affiliates in the accompanying statement of financial condition.

The Company has a receivable of $1,348,033 at December 31, 2004 from PFSD. PFSD pays the Company
commissions for sales of Salomon Smith Barney Class B mutual fund shares. The Company has a payable
of $516,583 due to PFSD for taxes paid on behalf of the Company. The net amount is included in
receivables from affihates in the accompanying statement of financial condition.

The Company has an arrangement in which the Company receives and disburses cash on behalf of
Primerica Financial Services Home Mortgages, Inc. (HMI). The Company owes HMI $58,507 at
December 31, 2004. HMI owes the Company $158,905 at December 31, 2004 for amounts disbursed by
the Company on HMI’s behalf. The net amount is included in receivables from affiliates in the
accompanying statement of financial condition.

The Company has an arrangement in which Primerica Shareholder Services (PSS) disburses cash on behalf
of the Company. The Company owes PSS $821,977 at December 31, 2004. This amount is included in
payables to affiliates in the accompanying statement of financial condition.

The Company has an arrangement in which it receives cash on behalf of PFSD relating to underwriter
concessions and various other fees. As of December 31, 2004, the Company has a payable of $842,879
relating to such amounts. The Company also has an arrangement in which PESD receives cash on behalf of
the Company relating to 12b-1 fees. As of December 31, 2004, the Company has a receivable of
$1,490,040 relating to such amounts. The net receivable of $647,161 is included in receivables from
affiliates in the accompanying statement of financial condition.

The Company owes an amount of $322,225 in miscellancous payables to affiliates as of December 31,

2004. This amount is included in payables to affiliates in the accompanying statement of financial
condition.

The Company has miscellaneous receivables of $193,718 from affiliates as of December 31, 2004. This
amount 1s included in receivables from affiliates in the accompanying statement of financial condition.

Contingencies

The Company is subject to various legal proceedings and claims which arise in the normal course of
business. While the outcome of these matters cannot be predicted with certainty, management does not

believe the cutcome of any of these legal matiers will have a material adverse effect on the Company’s
financial position.

7 (Continued)
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PFS INVESTMENTS INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2004

Form X-17A-5 Part [TA

Pursuant to SEC Rule 15¢3-1, as adopted by the NASD, and as applied in conformity with generally
accepted industry practices, the Company includes sales of variable annuity products in its computation of
net capital. These variable annuity sales are, however, recorded in the financial records of Primerica
Financial Services, Inc., an insurance agency licensed affiliate, and therefore, are not included in the
accompanying statement of financial condition of the Company. The schedule below details the difference
between net capital, as reported in Form X-17A-5 Part IIA, and the accompanying statement of financial
condition. The inclusion of the sales in Form X-17A-5 is consistent with the treatment afforded such sales
in prior years. Additionally, the Company has relied upon SEC no-action letters concerning such treatment
and continues to rely on such no-action letters unless and until instructed otherwise.

Accompanying
Variable statement
Form X-17A-5 annuity of financial
Part I1A adjustments condition
Total ownership equity (including adjustments) $ 305,055,236 (207,511,192) 97,544,044
Nonallowable assets (221,914,675) 205,851,558 (16,063,117)
Haircuts on securities (214,253) — (214,253)
Net capital $ 82,926,308 (1,659,634) 81,266,674
8




KPMG LLP

Suite 2000

303 Peachtree Street, NE
Atlanta, GA 30308

The Board of Directors
PFS Investments Inc.:

In planning and performing our audit of the statement of financial condition of PFS Investments Inc.
(the Company) as of December 31, 2004, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the statement of financial condition and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the SEC), we have
made a study of the practices and procedures followed by the Company including tests of such practices
and procedures that we considered relevant to the objectives stated in Rule 17a—5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in making the quarterly secunties examinations,
counts, verifications, and comparisons, and the recordation of differences required by Rule 17a-13, or in
complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable,
but not absolute, assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal conirol or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that procedures may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

9
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Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control does not reduce to a relatively low level the risk that error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we noted no

matters involving internal control, including control activities for safeguarding securities, that we consider
to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based

on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2004 to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, and other regulatory

agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of

registered brokers and dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

KPMa LLP

Atlanta, Georgia
March 1, 2005
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